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guarterly payments described above; elimination of AQL's zrights Zo receive
further warrants to purchase Common Stock bassd upon customers gained from the
ROL subscriber base; AOL's contribution of up te $4.0 million per gquarter for
offline marketing; and establishment of the framework for Lhe Company to offer
additional services and products to AOL subscribers. In 1998, as a result of the
January 1%99 amendment, the Company wrots off $37.6 million of prepaid AOL,
CompuServe and other marketing-related expenses, included in significant other

charges {Note 1),

On Januarv.5. 189%, pursuant to an Investment Agreement between AOL and the
Company, AOL purchased a total of 4,121,372 shares of Common Stock of the
Company for $35.0 million in cash and the surrender of rights to purchase
5,076,016 shares of Common Stock of the Cotipapv pursuant to various warrants
held by AOL. ACL agresd to end further vesting under the outstanding performance
warrant and retained vested warrants exsrcisable for 2,721,%B4 shares of Common

Stock. {(Notes & and 10).
. NOTE 3 -- SIGNIFICANT OTHER CHARGES (INCOME)

Significant other income in 1599 includes a gain of $2.7 wmillion on the
sale of certain business units of TSFL Holdings, Inc. (formerly Symetrics

Industries, Inc.).

Significant other charges in 1938 includes $91.0 mwillion of expenses
incurred in the fourth guarter of 1998 related to changes in the Company's basic

business operaticns,

As discussed in Note 2 above, the Company negotiated substantial amendments
to its -agreements with AOL which, amecng other things, reduced the amount of
online advertising to which the Company was entitled to over the remaining term
of the agreement and eliminated payments and issuance of warrants to ACL for
customer gains and profit sharing payments to ACL. The Companv agreed to fixed
quarterly payments ranging £rom $1¢ - $15 million per quarter during the
exclusivity period of the agreement and AOL agreed to contribute up to $4.0
million per quarter for offline marketing. As a result of the amendmants, the
Company wrote off prepaid ACL, CompuServe and other marketing-related expenses

of $37.6 million.

In connection with hiring a new Chairman and Chief Executive Officer and
several other key executive personnel and severance payments relating to this
change in wmanagement, ghe Company  incurred $12.7 million of incentive and
severance expense.

The Company acquired ADS Holdings, Inc. (formerly Symetrics, Inc.}, &

. manufacturer of digital telephone switching equipment, in January 1298 for $18.6
million. The Company planned to complete development of the digital switch to
provide state of the art featurss for use in the Company's operations as a
competitive local exchange carrier. The Company allccated $21 million of the
acquisition cost to purchased research and development expense in the first
quarter of 1998 and continued te invest in additional research and develcpment
throughout 1998. In November 1997, the Company dcquired Compco, Inc, a provider
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of communications software in the ceollegs and university marketplace for $13.7
. million, which exceedad the net assets acqguired by $i0¢.6 million. In the fourth
guarter of 1998, fthe Company decided to sell the assets of ADS Holdings, Inc.
and to delay entry into the college and university marketplace. As a result, the
assets of ADS Holdings, Inc. and Compco, Inc. were written down to expected
realizable value. The Company recorded $15 million relating to the impairment of
these assets and reclassified $22.2 million of ressarch and development expense

to significant other charges. .

In the fourth quarter cf 1998, the Company reconfigqured its
telecommunicaticns mnetwork, OBN, to provide for fiber optic connections among
its switches and incurred $3.5 million of expense.

The Company determined in the second guarter of 1957 to de-emphasize the
use of direct marketing to solicit customers for the Companv and to focus the
majority of its existing direct marketing resources on customer service and
support for the marketing operations of its carrier partitions, on a fee basis.
The Company recognized fees of $8.1 million for the year ended December 31,
1957, included in other income, from the services n=t- of rzlated costs of $l14.¢
milliion for the y=ar ended December 31, 1537,
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The Commany recorded a ons-time charge of $11.5 million as cost of salss in
the guarter ended June 30, 1997, primarily as & result of the Company changing
its accounting for customer acquisition costs to expense them in the pericd
incurred wversus the Company's prior treatment of <capitalizing customer
acqguisition costs and amortizing them over a six month period.

In October 1937, the Companv decided to discontinue its internal
telemarketing operations which were primarily conducted through American
Business Alliance {which was accuired by the Company in December 1998) , as part
of its restructuring of its sales and marketing efforts, and wrote-off, as cost
of sales, approximately $23.0 million of intangible assets.

NOTE 4 -- MAJOR PARTITIONS

During 1987, one Partition accounted for approximately 13% of the Companv's
totzal sales. There were ne Partitions that accounted for more than 10% of the
Company's total sales in 1599 or 1998. -

NCTE 5 -- PROPERTY AND EQUIPMENT

Download Table

DECEMBER 31,

{IN THOUSANDS)

Land s 80 $ 80
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Buildings and building improvements 2,801 2,639
. Switching egquipment 53,101 50,481
Equipment and other 147,791 11,067
70,773 64,267
Less: Accumulated depreciaticn {13,438} (7,584}
. $57,335 556,703
NOTE 6 -- CONVERTIBLE DEBT

In September 1997, the Compary scld $300 million of 4 1/2% Convertible

Subordinated Notes that mature on September 18. 2002 {the "2002 Convertible
Notes”), Interest on thes 2002 Convertible Notes is due and payable semiannually

on March 15 and September 15 of sach year. The 2002 Coavertible Noctes are
convertible, at the option of the holder therecf, at any time after December 3

1837 and prior teo maturity, unless previously zredeemed, into shares of the
Company's Common Stock at a conversicon price of $§24.5409 per share, as adjusted
for the dilutive effect of the exercise of rights pursuant to the Companv's
rights offering (Note 9). The 2002 Convertibles Noteg are radesmable, in whole or
in part, at the Company‘'s option, at any time on or after Zeptember 15, 2000 at
101.80% of par prior to September 14, 2001 and 100.90% of par theresafter. During
199 and 1598, . ths Company reacquired $80,6350,000 and §152 , 458,000,
respectively, principal amount of the 2002, Convertible Notes and $66,8%2,000
principal amount remained outstanding at December 31, 199%.

' " In December 1987, the Companvy scld $£200 miilicon of 5% Convertible
Subordinated Notes that mature on December 15, 2004 (the "200¢4 Convertible
Notes). 1Interest on the 2004 Convertible Notes is due and payable semiannually

on June 15 and December 15 of sach year. The 2004 Convertible Notes are
convertible, - at the option of the holder therecf, . at any time after March 5.
1958 and prior to maturity, unless previously redeemed, into shares of the
Company's Common Stock at a cenversicon price of $25.3835 per share, as adjusted
for the dilutive effect of the exercise of rights pursuant to the Companv's
rights offering (Note 3}. The 2004 Convertible Notes are redeemable, in whole or
in part at the Company's option, at any time on or after Decembeyr 15, 2002 at
101.43% of par prior to December 14, 2003 and 100.71% of par thereafter. During
1993 and 1938, the Company reacquired 376,752,000 and $§105, 155,000,
respectfvely, face amount of the 2004 Convertible Notes and 518,093,000
principal amount remained outstanding at December 31, 1399.

‘

The 2002 Convertible Notes and 2004 Convertible Notes that were rsacgquired

by the Company in 1998 were reacquired at an $87.1 million discount from face
amount. This amount is raported as an extraordinary gain in the consclidated

statement of operations.

During 19%9, the Companv (a) purchased from Mr. Dapiel Borislow, a founder
of the Company and its Chajirman of the Board and Chief Executive 0Officer until
he resigned on January 5. 199%, and two trusts for the
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. benefit of Mr. Borislow's children, $85,857,000 aggregate principal amount of
the Company‘'s Convertible Notes for $72.3 milliomn in cagh; (b} exchanged the
remaining $53.7 million principal amount of subordinated notes of Communication
TeleSystems Internaticnal d/b/a WorldxChange Communications, which were included
in other assets at December 31, 1988, to a trust for the benefit of Mr.
Borislow's children for $62,545,000 aggregate principal amcunt of the Companv's
Convertible Notes and (c) purchased $5,000,000 aggregate principal amount of the
Company's Convertible Notes for $6.9 million in Common Stock.

The 2002 Convertible Notes and 2004 Ceonvertible Notes that were reacquired

by the Company during 1999 were reacquired at a $21.2 million discount freom face
amount. This amount is reported as an extracrdinary gain in the consclidated

statement of operations.
NOTE 7 -- RELATED PARTY TRANSACTIONS

On Januarv 5, 1982, Mr. Daniel Borislow, -a founder of the Companv and its
Chairman of the Board and Chief Bxecutive OQfficer, resigned as a director and
officer of the Company. The Company entered into various agreements and engaged
in various transactions with Mr. Borislow and certain entities in which he or

hig family had an interest.

Th=_Compznv paid $1.0 millien to Mr. Borislow, assigned certain automobiles
to him, and continued certain of his health and medical benefits and director
and officer insurance. The Company also agrsed that, so long as Mr. Beorislow
owns beneficially &t least two percent (2%) of the Common Stock {on a fully
diluted basis), Mr. Beorislow and trusts for the benefit of his children would be

. entitled to: registration rights with respect te their shares of Common Stock,
the right to regquire the Company to use a portion of proceeds from any public or
crivate sale of debt securities, excluding borreowings from a commercial bank or
other financizl institution, by the Company to repurchase debt sescurities of the
Company owned by Mr. Borislow or the trusts for the benefit of his children and
the right to reguire the Commanv to use the proceeds from ths exsrcise of stock
opticons or rights to repurchase Common Stock owned by Mr. Borislow or the trusts
for the benefit of his children. The Company also agreed that, so long as Mr.
Borislow had such beneficial ownership, the Company would not, without the prior
written consent of Mr. Borislow and subject to certain exceptions: (a) engage in
certain significant corporate tramnsactions, including the sale or encumbrance of
substantially all of itg assets, mergers and consolidations and certain material
acquisitions, or, (b) for a period of 18 months from the agreement date, offer
or sell any of its Common Stock unless and until Mr. Borislow and the trusts
have scld or otherwise disposed of all of the shares of Common Stock held by him
on the agreement date. In turn, Mr. Borislow terminated his empleoyment with the
Company and agreed not to compete with the Company for at least one year. Mr.
Borislow also agreed to guarantes up to $20.0 millicn of the Company's
cbligations in connection with the AQL investiment noted above.

Effective December 31, 1998, the Companv, in exchange for a total of
783,706 shares of Common Stock, {i) Bold to Jimlew Capital, L.L.C., a company
owned by Mr. Borislow, (a) all of the capital stock of Emergency Transportation
Corporation (a wholly owned subsidiary of the Company, the primary asset of
which was an interest in a jet airplane), wvalued at approximately $8.7 millien,
and {b) all of the real property constituting the Companv's facilities in New
Hope, Pennsylvaniz, wvalued at approximately $2.¢ million, and (ii) released Mr.

. Borislow from an obligation Zfor approximately $4.7 million borrowed from the
Company. Mr. Borislow agreed tc lease to the Company a porticnr of the
headquarters property at a base monthly rent of $12,500. The Company had
previously determined that it would be degirable te dispose of these assets and
accordingly believed that the ownsrship of these assets was not reguired for the
continued operation of the Company's business. The subsidiary stock and the real
property were valued bkased on the book value of these asssts, which the
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. management of the Companv believes approximated the _ fair market value of -“hese
assets on the date of exchangs. The Common Stock exchanged for the assgets was
valued at its market valus on the date of the exchanges. On January 6, 2000, the
Company repurchased the rs=al property constituting the Companvy's Ffacilities in

New Hope, Pennsylwvania for $2.5 million.

Effsctive December 31, 1998, the Company, in exchange for a zotal of
498,435 shares of Common Stock and £10,0Q7,000 aggregate principal amount of the
Company’'s Cenvertible Notes, released certain officers, directors and employees
from obligations for approximately $9.8 million and $9.0 million, respectively,

borrowed from the Company.

Also during 1595, in addition to the transactions between the Companv and
Mr., Borislow or the trusts for his children invelving the 2002  and 20604
Convertible Notes, which transactions are described in Note § and
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approximately 639,000 shares of Common Stock for approximately $7.7 million with
proceeds from the exercise of stock options by other employees pursuant te the
agreements with Mr. Borislow as described above.

. included in this Note by thie reference, the Company purchased from Mr. Borislow

At Dscenber 31 1928, executive officers of the Company had outstanding
locans from the Company of $4,237,000 which were repaid during the first quarter
of 19899.

NOTE 8 -- LEGAL PROCEEDINGS

On Junes 16. 19%8, a purported shareholder class acticn was filed in the
United States District Court Ffor the Bastern District of Pernnsylvania against
the Company and certain of its cfficers alleging wviolation of the securities
laws in connection with certain disclosures made by the Company in its public
f£ilings and seeking unspecified damages. Thersafter, additional lawsuits making
substantially the same allegations were filed by other plaintiffs in the same
court. At this point, no classes have been certified. 1A motion to dismiss was
recently granted as te certain officers of the Company and denied as to the
Coempany. There are currently no officers of the Compmany who are a party to these
actions. The Company believes the allegations in the complaiats are without
merit and intends to defend the litigations vigorously. The Company also is a
party to certain legal actions arising in the ordinary course of business.

The Company believes that the ultimate outcome of the foregoing acticns
will not result in liability that would have a material adverse effect on the
Company's financial- condition or results of operations.

‘l' HOTE 8 -- STOCKHOLDERS' EQUITY

(a) Stock sSplits

Cn January 3, 1997, the Companv's Board of Directors approved a two-for-one
split of the Common Stock in the form of a 100% stock dividend. The additional

sharss resulting from the stock split wera distributed on Janusa 31, 1897 to
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all stockholders of record at the close of business on January 17, 1997. This
. stock split has been refiected in the <financial statements for all periods
presented. )

(b) Authorized shares

During 19%7, the Board of Directors and stockholders approved the increase
in the number of authorized shares of the Common Stock to 300,000,000 shares.

(¢} Contingent Rademption Value of Common Stock

On Japuary 5, 19989, pursuant to an Investment Agreement betwesn AOL and ths
Company, AQOL acguired 4,121,372 shares of Common Stock for $55.0 million in cash
and the surrender of rights to acguire up te 5,076,016 shares of Commen Stack
pursuant to various warrants held by ACL. Under the terms of the Investment
Agreement with RAOL, the Company has agreed to reimburse BAQL for losses AOL may
incur on the sale of any of the 4,121,372 shares during the period from June 1
125858 through September 30, 2000. The Companv has the first right to purchase any
of the 4,121,372 shares of Common Stock at the market wvalue on the day that AOL
notifies fhe Company of its intent to sell any of the shares plus an amount, if
any, equal to the Companv's reimbursement obligation described below. The
reimbursement amount would be determined by multiplving the number of shares, if
any, that ACL sells during the applicable period by :thes difference between the
purchase price per share paid by AOL, or $19 per share, and the price per share
that BCL sells the shares fox, 1f less than $1% per zhars. The reimbursement
amount may not exgesd 514 per share for 2,854,737 shares or $11 per share for
1,226,815 shares. Aeocordingly, the maximum amount payable to AOL as
reimbursement on the sale of A0L's shares would bhe approximatzly $54.0 million

. . plus ROL's reasonable expensss incurred in connection with the sale. The Company
has the option of issuing a six-month 10% note payable to AOL to satisfy the
reimbursement amount or other amounts payable on exercise of its first refusal
rights. Assuming AOL were to sell all of its shares subject to the Company's
reimbursement obligaticn at the closing price of Common Stock az of December 31
1899, the reimbursement amount would be approximately £$5.2 million. At December
31. 1659, the Company recorded $5.2 million for the contingent redemption value
of this Common Stock with a corresponding reduction in additiomal paid-in
capital. AOL alsoc has the right on termination of long distance - exclusivity

under the AOL wmarketing

-
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agreements to reguire Lhe Company to repurchase the warrants to purchase
2,721,984 shares of Common Stock of the Company held by AOL for an aggregate
price of $36.3 million, which repurchase price can be paid in Common Stock, cash
Oor a quarterly amortization, two-year promissory note of the Company. AOL can
end the Companv's long distance exclusivity period on or after Juns 30, 2000 by
. foregoing certain fixed gquarterly payments. The Company has pledged the stock of
its subsidiarxies and has agreed to fund an escrow account of up to $35 million
from 30% of the proceeds of any debt f£inancing, other than a bank, receivable or
other asset based financing of up to $50 million, to secure its obligations
under the Investment Agreement with AOL. AQL has agreed that it will subordinate
its security interests to permit the securitization of certain future financings
by the Company. Mr. Borislow has agreed to guarantee up to $20,000,000 of the
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. Company's reimbursement obligations under the Investment Agreement with AOL.
(d) Restriction on Future Sales of Common Stock

As previousgly reported, the Company was subject to ceriain restrictions
under a registratieon rights agreement between the Company and Mr. Borislow +that
could have affected the Companv's ability to raise capital and engage in other
types of financing transactions. As of December 31, 1%33%, Mr. Borislow and ths
two trusts for the benefit of Mr. Borislow's children, which have the ability to
distribute Common Stock to Mr. Borislow, held less than an aggregate of 2% of
the outstanding Common Stock. Accordingly, the Company believes that the
restrictions no longer apply to the Company.

{e) Stockholders Rights Plan

On Aucust 19, 1989, the Company adopted a Stockholders Rights Plan designed
to deter coercive takeover tactics and prevent an acquirer from gaining control
of fhe Codmpanvy without offering a £falr price toc all of the Companv's
stockholders.

Under the terms of the ©plan, opreferred stock purchase rights wers
distributed as a dividend at the rate of one right for esach share of Commeon
Stock of the Company held as of the close of business on Rugust 30, 1933. Until
the rights become exercisable, Commcn Stock issued by the Company will also have
one right attached. Each right will entitle holders toc buy cne three-hundredth
of a share of Series A Jurnior Participating Preferred Stock of the Company at an
exercise price of $55. Each right will thereafter entitle the helder to recsive
. upcn exercise Common Stock {(or, in certain circumstances, cash, property or
other securities of the Company) having a value equal tc two times the exercise

price of the right.

The rights will be eaxarcisable only 1if a perseon or group acguires
pensficial ownership of 20% or more of Common Stock or anncunces a tender or
exchange offer which would result in such person or group owning 20% ox more of
Common Stock, or if the Board of Directors declares that a 15% or more
stockholder has become an "adverse perscon’ as defined in the plan.

The Company, except as otherwise provided in the plan, will generally be
able to redeem the rights at $0.001 per right at any time during a ten-day
period feollowing public anncuncement that a 20% position in the Company has been
acquired or after the Company's Board of Directors declares that a 15% or more
stockholder ‘has become an "adverse person.* The rights are not exercisable until
the expiration of the redemption pericd. The rights will expire on August 18,
2009, subject to extension by the Board of Directors.
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NCTE 10 -- STOCK OPTIONS, WARRANTS AND RIGHTS
(a) Stock Options

The Company has non-gualified stock option agreements with most of its key
employees. :
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. In 1957, 13538 and 1923, the Compwany granted certain employees and
non-employee directors of the Companvy 2,801,000, 5,335,000 and 3,549,500,
respectively, neon-qualified options to purchase. shares of Common Stock. These
options generally become exercisable from one to thres years from the date of
the grant. In 1997, the Companvy recognized $13,371,785 of compensation expenses
related to the grant of options and the purchase by an exscutive officer of
shares of Common Stock of fhe Companv's _stock at prices below the guoted market
price at date of grant and purchase date, respectively. In 1998, the Companv
recognized $3.3 million of compensaticn expenses relating to the grant of
650,000 coptions to purchase shares of the Companv's Common Stcck at prices below
the quoted market price at the dates of grant or issuance and the issuance of
135,000 sghares of the Companv's stock.

SFAS Ne. 123, ‘“aAccounting for Stock-Based Compensation,” regquires the
Company to provide pro forma information regarding net income and earnings per
share as if compensation cost for the Companv's stock options had been
determined in accordance with the fair value-based methed prescribed in SFAS No.
123. The Compapv estimates the fair value of esach stock option at the grant date
by wusing the Black-Scholes option-pricing model with the following
weighted-average assumptions used for grants in 1897, 1898 and 1839%9,
respectively: no dividends paid for all years; expscted volatility of 55.8% in
1557, 65% in 19298 and 108% in 1999; weighted average risk-free interest rates of
£.49% for 19%7, <¢.5%% for 13598, 5.38% for the first gix months of 19%%, and
5.85% for the latter six monthe of 1999; and expected lives of 1 to 10 years.

Under the accounting provisions of SFAS No. 123, the Companv's net income
. (loss) and earnings (loss) per shars would have been reduced (increasad) to the
pro forma amounts indicated below.

Downlcoad Tabls

YEAR ENDED

DECEMBER 31, 1933
(IN THOUSANDS, EXCEPT FOR PER SHARE DATA)

1998 1898 1897

NET INCOME (LOSS): .

As reported §78,928, $(221,326) $(20,945)

Pro forma §68,851 5{244,487) ${30,942)
BASIC EARNINGS (LOSS5) PER SHARE:

As reported § 1.29 § (3.73) § {0.33)

Pro forma $ 1.13 5 {4.12) 5 (0.48)
DILUTED EARNINGS (I.0S88) PER SHARE:

As reported § 1.23 5 (3.73) g (0.33)

Pro forma $ 1.07 §  {4.12) 5 (0.48)
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The following tables contain informatioen on stock opticns for the

three-year period ended December 31, 1999:
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Enlarge/Download Table

EXERCISE WEIGHTED
QPTIONS PRICE RANGE AVERAGE
SHARES DPER SHARE EXERCISE PRICE

Outstanding, December 31, ~93%¢ #,983,800 § .32-512.00 5 5.54
ranted 2,80L,080 $3.687-522.086 $516.02
Exercised (2,208,812) 3 .32*512.?8 $ 4.25%
Cancelled 1650,000) $5,567-13.25 511.98
Cutstanding, December 31, 1997 g,BB85,9288 5 .32-522.0¢6 $ 9.26
Granted 5,525,000 55.75-510 .44 5 7.18
Exercised {2,853,178) 5§ .32-13.63 $ 4.823
Cancelled (1,337,000) $5,75-17.:5¢ 313.01
Outstanding, Decambar 21, 1298 10,230,810 $4.03-514.00 S 7.34
Granted 3,545,500 $8.75-817.25 $11.63
Exercised {6,773,378} $4,08-12.78 5 7.13
Cancelled (158,000) 55.75-11.89 5 9.87
Cuzstanding, December 31, 1329 6,848,932 54.58-%817.25 5 9.72

EXERCISE WEIGHTED

OPTIONS PRICE RANGE AVERAGE

BEXERCISABLE AT: SHARES PER SHARE EXERCISE PRICE

. 1497 3,866,987 3 .32-814.590 57.24
1528 4,571,475 $4.08-512.78 57.389
159¢% 2,541,095 $4.58-$14.00 $7.87

WEIGHTED

AVERAGE

FAIR VALUE

CPTIONS GRANTED:

1997 56.9%9
1298 $4.83
1999 $9.71

The following table summarizes information about stock opticons outstanding

at December 31, 19%9:

' - EBpnlarge/Download Table

54.58-87.00 57.01-810.00 $20.01-813.00 $13.01-817.25
QUTSTANDING QPTIONS:
Number outstanding at December 31, 15%9 1,767,617 1,595,315 2,543,000 943,000
Weighted-average remaining
Contractual life (years) 1.58 B.32 - 6.53 9.88
Weighted-average exercise price 3 £.17 ] 5.03 5 10.51 $ ©15.38
EXERCISABLE OPTIONS:

Number cutstanding at December 31, 13999 1,483,450 604,312 433,333 20,000
Weighted-average exercise price 3 6.25 $ 9.00 § 10.37 § 14.00
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{b} AQL Warrants

On Japuarv 5, 193%, after the repurchase from AOL of warrants to purchase
5,076,016 shares of Common Stock, warrants to purchase 2,721,384 shares of
Commen Stock were held by AOL and were outstanding and currently exercisable,
with exercise prices from $14.00 to $22.25 and a weighted average exercise price
of §17.03. AOL has the righ:=, commencing on termination cf the long distance
exclusivity under the AOL marketing agresement up until January 5, 2003, to
require the Company to repurchase all or any pertion of these warrants at prices
{the "put DPrices”) ranging ZLfrom $10.45 to $16.82 per warrant ({§36,324,002
aggregate amount). In the event AOL requires repurchase of the warrants, the
Company at its election may pay AOL in cash or in shares of Common Stock based
on th= then current market price for such stock. The Comcany may also elect to
issue a 10% two-year note for a defined portion of the repurchase price. The
Company can reguire AQL to exercise its warrants at any time the market price of
Common Stock eguals or exceeds two times the then c¢all amount for such warrants.
The call amount of a warrant is the Put Price for the warrant iIncreased at a
semi-annually compounded rate of 5% on Japuarvy 5, 1959 and on each six month
anniversary thereafter. Ths Company has certain reimbursement obligations in the
event that it reguires ROL to exercise its warrants.

(¢) Other Warrants

At December 31, 19S5, the Company had warrant agreements with certain
partitions and the underwriter for its IPO. All warrants were issued with
. exerszise prices equal tc or above the market price of the underlying stock at
the date of the grant. These warrants are accountad for based on their fair
value. At Decamber 31, 1986, 3,712,000 warrants were outstanding with exercise
prices ranging from $4.67 to $5.73 and an average weighted exercise price of
$5.00 and 600,00C¢ which were currently exercisable at a weighted exercise price
of $5.73. The remaining warrants were exerclsable over a one to two year period
beginning in January 18$57. In January 1897, B(00,000 of these warrants were
purchased by the Company and recorded as a reduction in addicional paid-in
capital and 2,662,000 warrants were exercised. The 250,000 warrants issued to
the underwriter for the Company's IPC that were outstanding at December 33, 1957
were exercised in 1998.

(d) Rights

The Board of Directors had approved an offering of up to 3,523,285 shares
of its Common Stock, §.C1 par value, to holders of record of Common stock and
holders of record of options or warrants to purchase Commen Stock at the close
of business on December 231, 1958. The shares were offered pursuant to
nontransferable rights to subscribe for and purchase shares of Common Stock at a
price of $17.00 per share. Holders of record on the record date, were eligible
to receive one such nontransferable right for every 20 shares of Common Stock or
underlying options or warrants held on the record date, as applicable. As of
December 31, 1993, 38,325 rights totaling $651,525 were exercised, and 652,347
rights totaling $11,093,29%% were exercised in 2000. These rights expired on

February 12, 2000.

NOTE 11 -- INCOME TAXES

. The _Company reports the effects of income taxes wunder SFAS No. 103,
"Accounting for Income Taxes". The objective of income tax reporcing is to
recognize (a) the amount of taxes payable or refundable for the current year and
(b) deferred tax liabilities and assets for the future tax conseguelces of
events that have been recognized in the financial statements or tax returns.
Under SFAS No. 105, the measurement of deferred tax assets is reduced, if
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. necessary, by the amount of any tax benefits that, based on available evidence,
are not expected to be realized. Realization of deferred tax assets is
determinad on a meore-likely-than-not basis.

The Company considers all available evidence, Fkoth pesitive and negaszive,
to determine whether, based on the weight of that evidence, a ~aluation
allcwance i3 needed for some porticn or all of a net deferred tax asset.
Judgment is used in considering the zrglative impact of negative and positive
evidence. In arriving at these Jjudgmesnts, the weight given to the potential
effect of negative and positive evidence is commensurate with the extent to
which it can be objectively verified.
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TALE.COM INC. AND SUBSIDTARTIES
NOTES TC CONSCLIDATED FINANCIAL STATEMENTS - (CONTINUED)

The Cempany had net deferrsd tax assets of approximately $40.4 million at

December 31, 1997. The Company determined +that no wvaluation allowance was
necessary at Decembgr 31, 1897 because, ameng other factors, i1ncome, which it
believed would be indicative of futures operaticns, had been generated in recent

. years, with the exception of 1957. The loss l1ncurred in 19%7 was oprimarily

atcributable to amortizatien of the AOL marketing agreement.

DSuring 19%8, the Companvy continued to iacur significant prometicnal,
marketing and advertising expenses attributable to its efforts to increase the
customer base. Morsover, competitive factors intensified during the pesriod
making gains in subscriber base more costly and more time consuming.
Accordingly, the Cempanv provided a valuation allowance against its deferred tax
assets at December 31, 1958. The valuation allowance alsco eliminated the net
defsrred tax asset that had been recognized in previous periods. The wvaluaticn
allowance increased the net loss for the period by approximately $40.4 million.
The Company has continued to provide a valuation allowance against its deferred
tax ass€ts at December 31, 19358, ’

The provision (benefiz) for income taxes for the years ended December 31,
1952, 1998 and 1987 ccnsisted of the following:

Downleoad Table

YEAR ENDED DECEMBER 31,

Current:
Federal $ -- g --

. State and local -- --

Total current: - - -

Deferred:
Federal -- 34,140
State and local -- 6,248
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Total deferred -- 40,388 (13,391)

L reconciliation of the Federal stgtutcry rate to the provision (benefiz)
for income taxes is as focllows:

Enlarge/Downl oad Table

YEAR ZNDED DECEMBER 31,

{IN THOUSANDS)

Federal income taxes computed at the
gtatutory rate

Increase (decrease):

State income taxes less Federal benefit 3,157 4.0 {7,780} {4.3) {1,462} ‘4,

Valuation =zllowance for deferred tax assets

3 27,625 35.0% §(63,328) (35.0)% $(12,018) {35,

existing at beginning of year -- - 47,383 22.3 LR -
Valuation allowance changes affectiing the

provision for income taxes (31,000} (319.3) 58,512 37.9 -- -
Other 218 .3 2,486 1.4 188
Total provision (ben=fjiz) for income taxss 5 -- -- 3% 40,388 22.3% §(13,381) 139

[ —— a=== =a=z===== a=e== =m=====a ===
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TALK.COM INC. AND SUBSTDIARIES
NOTES 'TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Deferred tax {(assets) liabilities at Degcember 31, 16%9, 1998 and 1887 are
comprised of the following elaments:

”

Enlarge/Download Tabls

' _ YEAR ENDED DECEMSER 31,

{IN THOUSANDS)

Net operating loss carryforwards $ (71,000) $ (65,000}
Deferred revenue taxable currently ‘ (8,000) (11,000}
Compensation for optiong granted below market price (1,c00) (6,000}
Allowance for uncollectible accounts {2,000} (7,000
Federal and state taxes resulting from
cash to accrual basis for tax reporting -- --
Warrants issued for compensation {5,000} {18,000)
Depreciation and amortization 8,000 5,000
Accruals not currently deductible (2,000) {5.000)
Unrealized loss on investments -- {1,000)
. Net capital loss carryforwards (8,000) {5,000}
Deferred tax (assets) liapilitiss, net {94,000) (115,000)
Less valuation allowance 94,000 115,000

Net deferred tax 5 “- § -
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subcrdinated notes of Communications  TeleSystems. Intsrnational d/b/a
. WorldXChange Communications, in exchange for $62,545,000 aggregats princival
amount of the Companv's Convertible Notes (Note 6).

In additiomn, the Company recordsd 55.2 millionm for the contingent
redemption value of the AOL warran:t with a corresponding reducticn in additicnal

paid in capital.

During 1938, Lthe Company, 1in exchange for a total of 783,706 sharss of
Common Stock, sold certain asseis to Mr. Borislow and released Mr. Borislow from
an obligation borrowed from the Company (Note 7). The Company also, in exchange
for a total of 498,435 shares of Common Stock and $10,007,000 aggregate
principal amount of the Company's Convertible Notes, released certain officers,
directors and employees from obligations borrowsd from the Company {(Note 7). In
connection with the respurchase of the Company's Convertible Notes, the Company
issued 5,084,483 shares of Common Stock with a value of approximately $69.5

miilion.
During 1997, the Companv recorded an asset of $20,000,000 in connection

with the issuance of warrants ©o AOL (Note 2). In connection with the
acguisition of Compco in 1237, the Companv issued 333,582 shares of Common Stock

with a value of §5,62%,000.

NOTE 13 -~ QUARTERLY FINANCIAL DATA {UNAUDITED)
Enlaras/Download Table
IRST SECOND THIRD FOURTH
. QUARTER HUARTER QUARTER QUARTER
(IN THQUSANDS, EXCEFT FOR PER SHARE DATA )
192393
Sales §114,572 §117,135 5148,027 $148,811
Gross profit 15,874 431,721 54,551 61,652
Operating income 12,355 14,879 15,579 16, 642
Income pafore extracrdinary gsin 12,334 14,038 14,%445 16,682
Met income 31,331 14,038 16,8789 16,6882
Income before extraordinary gain per share -
ailuted 0.20 Q.22 0.33 0.25
Net income per share - Diluted 0.s50 0.22 .27 0.25
1998
Sales $ 91,146 $111,088 $122,525 123,811
Gross profit 14,566 15,040 22,738 11,301
Operating loss {63,702} (30,049 (56,047} (67,0751
Loss before extraordinary gain {41,7958) (36,154 (92,298) {78,15%1)
Net loss (41,795) {96,154) (41,734) {41,643)
" Logs bafore extraordinary gain per share - Diluted
(6.65) 11.49) (1.58) {1.56)
Net lasa per share - Diluked {0.65) [1.45%) (0.71) (0.83}
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TALK.COM INCQ. AND SUBSIDIARIES
. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

NQTE 14 - EMPLOYEE BENEFIT PLANS

During 1999, the Company established an Employee Savings Plan that permits
eligible employees to contribute funds on a pre-tax hasis. The Plan gqualifies as
a deferred salary arrangement under Secticon 401 (k) of the Internal Revernue Code.
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Internal Revenue Code limitaticors). The Plan allows employees to choose among a
varlety of investment alternatives. The Companv does not zcontribute to the Plan.
No administraticn costs were incurred during 1959.

. Eligible employees may ceontribute up to 6% of their compensation (subject tc

37
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ITEM 5. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS AND FINANCIAL DISCLOSURE

Not applicable.

PART III

ITEM 10 THROUGH 13

Informaticn reguired by Part III (Items 10 through 13) of this Form 10-K is
incorporated by reference to the Companv's definitive proxy statement for the
Annual Meeting of Stockholders to be held on Mav_18, 2000 which will be filed
with the Securities and Exchange Commission not later than 120 days after the
end of the fiscal year to which this Form 10-K relates.

PART IV
. ITEM 14. EXHIEBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

{a) The feollowing documents are filed as par:t of this Annual Report con
Form 10-K.

1. Consolidated Financial Statements:

The Consolidated Financial Statements filed as part of this Form 10-K are
listed in the "Index to Conselidated Financial Statements” in Item 8.

. 2. Consolidated Financial Statement Schedule:

The Consolidated Financial Statement Schedule filed ag part of this report
is listed in the "Index ro S-X Schedule.”

Schedulies other than those listed in the accompanying Index to §-X Schedule
are omitted for the reason that they are either not required, not applicable or
the required information is included in the Consolidated Financial Statements or

notes thereto.
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TALK.COM INC. AND SUBSIDIARIES

INDEX TO 8-X SCHEDULE

EAGE
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. Report of Independent Certified Public Accountsafs .......... 40
Scheduls II -- Valuation & Qualifying ARcecounts V............. 41
18
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|

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors
and Stcocckholders of Talk.com Inc.

The audits referrsd to in cur report dated Februarv 7, 2000, relating to
the consclidated financial statemsnts of Talk.com Inc. and subsidiaries, which
is contained in Item 8 of this Form 10-K, included the audits of the financial
gtatement schedule listed in the accompanying index for each of the three years
in the period snded December 31, 13%9%. This financial statement schedule is the
regporsibility of management. Our responsibility 1s to express an opinion on
this schedule based on our audi:s.

In our opinion, ths financial statement Schedule II -- Valuation and
Qualifying Accounts, presents fairly, in all material respects, the information
set forth therein.

BDO Seidman, LLP

New York, New York
Februzry 7. 2000

40

Previous - Next - Bottom + Just 43rd

Y
s
n

10-K - 43rd Page of 48 o

) TALK.COM INC. AND SUBSIDIARIES

SCEEDULE II -- VALUATION AND QUALIFYING ACCOUNTS
{IN THOUSANDS)

Enlarge/Download Table

BALANCE AT ADDITIONS
BEGINNING OF CHARGED TO COSTS DEDUCTIONS FOR = BALANCK AT END
DESCRIPTION LEDUCTIONS . FERIOD AND EXPENSES WRITE-QFFS OF PERIOD
YEAR ENDED DECEMBER 31, 1935%:
Ragerve and allewances deducted from
asset accounta:
Allowance for uncollectible accounts $ 1,689 $25,538 $(22,198) § 5,011
camooas ey Ammma==
. YEAR EFNDED DECEMBER 31, 1998:
Reserve and allowances deducted
from agser accolnts :
hllewance for uncellectible accounts 5 2,419 530,553 5(21,343) $ 1,663

TEm==3xa

mamcozx =ocx===n =

YEAR ENDED DECEMBER 31, 1957:
Reperve and allowances deducted
from asset accountcs:
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. Allowance for uncellectible accounts 5 987 $ 9,784 $ (8,352) S 2,413
41
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{(3) EXHIBITS:

EXHIBIT

NUMEER DESCRIPTION

3.1 Composite form of Amended and Restated Certificate of Incorporation of
the Company, as amended through April 248, 1292 (incorporated by
reference te Exhibit 2.1 tco ghe Companv's report on Form 10-Q for the
quarter ended Margh 331, 1899)..

3.2 2vlaws of the Company (incorporated bv reference to Exhikit 3.2 to the
Company's registration statement on Form S-1 (File No. 33-94940)).

3.3 Certificate of Designation of Series A Junior Participating Preferred
Stock of Company dated pugust 27, 1925 {incorporated by referengs te
Exhibit A to Exhibit 1 to the Company's registration statement on Form
8-a (File Neo. 000-26728}).

. 16.1 Employment Agreement between the Company and Aloysius T. Lawn, IV dated
Ogtober 13, 1998 (incorporated by reference to Exhibit 10.3 to the
Company's Annual Report on Form 10-K for the year ended December 31,
1238) .*

10.2 Employment Agreement between the Companv and Edward B. Meyercoxd, II1
{incorporated by refersnge to Exhibit 10.6 to the Compvany's Annual )
Report on Form 10-K for the year ended December 31, 15836).%

10.3 Indemnificaticn Agreement between the Companv and Aloysius T. Lawn, IV

{incorporated by reference to Exhibit 10.12 to the Company's Annual
“ Report on Form 10-K for the fiscil year ended December 31, 1395).

10.4 Indemnification Agreement between the Companv and Edward B. Meyercord,
ITI (incorporated by reference to Exhibit 10.14 to the Company's Annual
Report on Form 10-K for the fiscal year ended Decemher 31, 13%86).

1C.5 Tel-Save Holdings, Inc. 1995 Employee Stock Option Plan (incorporated
by reference to Exhibit 10.15 to the Company's registration statement
on Form S-1 (File No. 33-94940}) .+

10.6 Telecommunications Marketing Agreement by and ameng the Company,
Tel-Save, Inc. and america Online, Inc., dated February 22, 1387

(incorverated bv reference to Exhibit 10.22 to the Compapy's Form 10-K
for the year ended December 31, 1996) .+

. 10.7 Amendment No. 1, datad as of January 25, 1998, te the
Telecommunications Marketing Agreement dated as of Februarv 22, 19387 by
and among the Company, Tel-Save, Inc. and America Online, Inc.
(incorperared by reference to Exhibit 10.31 to the Company's Form 10-K-
for the year ended December 31, 1937).+

10.8 Amendment No. 2, dated May 14, 1998, among the Company, Tel-Save, Inc.
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and America Cnline, Inc., which amends that certain Telecommunicaticns
. Marketing Agreement, datesd as of February 22, 1997, as corrected and
amended by letter, dated April 23, 1957, and amended by an Amendment
No. 1, dated Januaxrv 25, 1963 (incorporated by reference to Exhibit

10.1 to the Companv's gquarterly report on Form 10-Q, dated Aucust 14,

1998) .+
42
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i0.9 Amendment No. 3, effective as of October i, 1838, among the Comgahv,
Tel-Save, Inc. and America Online, Inc., which amends that certain

Telecommunications Marketing Agreement, dated as of February 22, 1987,
as corrected and amended by letter, dated April 23, 1937, and amended
by an Amendment No. 1, dated January 25, 1$98, and an Amendment No. 2,
dated Mawy_14. 1298 ({incorporated bv reference to Exhibit 10.22 to the
Company's - Annual Report on Form 16-K for the year endad Degcember 31,

1298} .+

Li0 Lecter dated August 25, 1598 from America ©Online, Inc. teo the Companz

{incorpgrated by reference to Exhibit 99.2 to the Companv's Current
Report on Form 8-K dated Auguat 27, 1%38).

=]
[

. 10.11 Indenture dated as of Septembexr 9., 1597 betwsen the Companvy and First
Trust of Neaw York, N.A. (incorporated by reference to Exhibit 4.3 to
the Company's registration statement on Form S-3 (File No. 333-39787)).

10.12 Indenture dated as of December 10, 1997 between the Company and First
Trust of New York, N.A. (incorporated bv reference to Exhibit 10.34 to
the Company's Znnual Report on Form 10-K for the year ended December

31, 318%97).

10.13 Employment Agresement, dated as of November 13, 1998, between the

Cempany and Gabriel Battista (incorporatéd by reference to Exhibitc 10.1
- to the Company's Current Report on Form 8-K dated Janusry 20, 19898).*

10.14 Indemnification Agreement, dated as of December 28, 1998, between the
Company and Gabriel Battista (incorporated bv reference to Exhibit 10.2
to the Company's Current Report on Form 8-K dated Januvarv 20, 19353).

10.15 Stock Option Agreement, dated as of November 13 1998, between the

Company and Gabriel Battista (incorporated bv referepnce to Exhibit 10.3
to fhe Companv's Current Report on Form 8-X dated January 20, 1399} .%

10.16 Stock COpticn Agreement, dated as of November 13, 1998, between the
Company and Gabriel Battista (incorporated by reference to Exhibit 10.4
to the Company's Current Report on Form 8-K dated January 20, 1999).*

10.17 Severance Agreement, dated as of December 31, 13598, betwsen the Company
and Daniel Borislow (incorporated bv reference to Exhibit 10.5 to the
. Company's Current Report on Porm 8-K dated Jsnuary 20, 1983).*

10.18 Exchange Agreement, dated as of December 31, 1998, among the Company,
Tel-Save, Inc. and Mark Pavol, as Trustee of that certain D&K Granter
Retained Annuicy Trust dated June 15, 19%8 (incorporated by refgrence
to Exhibit 10.7 to gfhe Companv's Current Report on Form 8-K dated
January 20, 1953).
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. 10.18 Modification of the Exchange Agresment, dated + 1893, by and
ameng the Company, Tel-Save, Inc. =and Mark Pavol {(incorporated by
reference to Exhibit 10.34 to the Company's Annual Report on Form 10-X

for the ye=ar ended December 31, 19%3).

10.20 Registration Rights Agreement, dated as of December 331, 1958, among the
Company, Daniel Borislow, Mark Pavol, as Trustee of that certain D&X
Grantor Retained Annuity Trust,” dated June 15, 1998 and the Trustee of
that certain D&K Grantor Retained Annuity Trust II  (incorporated by
reference to Exhibit 10.8 to the Company's Current Report on Form 8-K

dated Januaryv 20, 19359;.

10.21 Amendment of Registration Rights Agreement dated as cf Maxrch ]&, 1599,

by and among the Company, Daniel M. Beorislow, and Seth Tobias
{incorporated bv reference to Exhibit 10.36 to the Company's Annual
Report on Form 10-K for the year ended December 31, 1958} .

10.22 Emendment of Registraticn Rights Agreement dated as of March_ 18, 1999,

by and ameng the Company and Mark Pavol (incorporated by reference to
Exhibit 10.37 to the Company's Annual Report on Form 10-K for the year

anded Decemher 31, 1998},
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10.23 13998 Long-Term Incentive Plan of the Companv {incorpcrated by reference
o Exhibit 10.14 to the Company's Current Report on Form 8-K dated

Jaguary 20, 1989%589) .+

10.24 Investment Agreement, dated as of December 31, 19598, asg amended on

February 22, 1998, amcng ths Company, America Cnline, Inc., and, solely
for purposes of Sections 4.5, 4.6 and 7.3(g) thereof, Daniel Borislow,

and sclely for purposes of Section 4.12 thereof, Tel-Save, Inc. and the
D&K Retained 2Annuity Trust dated June 15, 1398 by Mark Pavel, Trustee
(incorporated by reference to Exhibit 310.41 to the Company's Annual
Report on Form 10-K for the year ended December 31, 1%98.).

10.25 Registration Rights Agreement, dated as of January 5, 1959, between the

Company and America Online, Inc. (ingcorporated by reference to Exhibit
10.42 to the Companv's Annual Report on Form 10-K for the year ended

December 31, 1998).

10.26 Sublease Agreement, dated January ___, 1997, by and between Gemini Air
Cargg, LLC and RMS Internaticonal, Inc. (incorporated by reference to
Exhibit 210.43 to the Companv's Annual Report on Form 1¢-X for thes year
ended December 31, 1938}.

10.27 Sublease Agreement, dated as of Januarvy 20, 1959, by and between RMS

International and Tel-Save, Inc. {incorporated by reference to Exhibit

. 10.44 to the Companv's Annual Report on Form 10-K for the year sndad
December 31. 1998).

10.28 Lease by and between Aetna Life Insurance Company and Potomac Financial
Group, L.L.C. (incorporated by reference to Exhibit 10.45 to the
Company's Annual Report on Form 10-K for the year ended December 31

1¢38) .
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. 10.28 Agreement, effective as of February 28, 1999,' by and among fhe Company,
Communization Telesystems International, d.b.a. WorldxChange

Communications, Tel-Save, Inc., Mark Pavol, Roger B. Abbett and
Rosalind aAbbott, and Edward Soren (incorporated bv reference to Exhibit
10.46 to the Company's Annual Report om Form 10-K for the year ended

December 31, 19398) .,

10.30 Form of Indemnifica-ion Agreshent, dated as of January 5, 1295, for
sach of George Vinall, Michael Ferzacca and Norris M. Hall, III
(incornorated by reference to Exhibit 10.50 to the Company's Annual
Report on Form 10-XK for the year ended December 31, 19%58;).

10.231 Form cof Non-Qualified Stock Option Agreement, dated as of December 16
1298, for each cof George Vinall, Michael Ferzacca and Norris M. Hzll,
III (incorporated by reference to Exhibit 10.51 to the Companv's Annual
Report on Form 10-K for the year ended December 31, 1%98).%

10.32 Employment Agreement, dated as of December 16, 1%58, Dbetween the
Company and Michael Ferzacca ({incerporated by reference to Exhibit
10.60 to the Companv's Annual Report on Form 10-K for the year ended
December 31, 1998).*

10.33 Employment Agresment, dated as of December 16, 1958, betwsen the
Company and Norris M. Hall, III {incorporated by referenge to Exhibit
10.61 to ths Companv's Arnual Report on Form 10-K for the year snded

December 32, 1588) . *

. 10.34 Employment Agreement, dated as of Degember 16, 1928, between the
Company and George Vinall (incorporated by reference to Exhibit 10.62

tc the Company's Annual Report on Form 10-K for the year ended December

31, 139%58) .+

10.35 Rights Agreement dated as of August 15, 1999 by and between the Company
and First City Transfer Company, as Rights Agent (incorporated by
reference to Exhibit 1 to the Company's registration statement on Form
B-A {(File No. D00~-26728)).

10.36 Employment Agreement by and among Vincent W. Talbert, the Companv and
Talk.com Holding Corp. dated "as of June 8, 1299 (inceorporated by
reference to Exhibit 10.1 tc the Companv's report on Form 10-Q for the
quarter snded June 30, 1939).~*
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10.37 Indemnification Agreement by and betwsen Vincent W. Talbert and the

Company dated as of June 8, 199% (incorvorated by reference to Exhibit
10.2 to the Company's report on Form 10-Q for the guarter ended June

. 3¢, 1999).
10.38 Non-Qualified Stock Option Agreement by and between Vincent W. Talbert
and the Companv dated as of June 8, 193%% (incorporated by reference to
Exhibit 10.3 to the Company's report on Form 10-Q for the quarter ended
June 30, 1839) .* :

1¢0.39 Employment Agreement by and between Janet C. Kirschner and the Companv
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dated as of Qctober 14, 195335 %

10.40 Indemnification Agreesment by and between Janet C. Kirschner and the
Company dated as of QOctcber 14, 1395.

10.41 Non-Qualified Stock Option Agreement by and between Janet C. Kirschner
and the Company dated as of Qgtober 14, 15958.*

1.1 Net Income Per Share Calculaticnm.

21.1 Subsidiaries of the Company.

23.1 Consent of BDQ Seidman, LLP.

27 Financial Data Sch=dule.

;__—‘&;A;gement contract or compensatory plan or arrangement.

+ Confidential treatment previously has been granted for a portion of this
exhibit.

(b} Reports on Form 8-K.

No Current Repeorts con Form 8-K were filed by the Companv during the three months
ended December 31, 1993,
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SIGNATURES

Pursuant to the reguirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrani has duly caused this report to be signed on
its behalf by the undersigned thereuntc duly authorized.

Dates: March 22, 2009

TALK.COM INC.

By: /s/ Gabriel Battista
Gabriel Battista
Chairman of the Board of Directors,
Chief Executive Offiger, President
and Director

Pursuant to the requirements of the Sascurities Exchange Act of 1934, this
report has been signed by the following persons on behalf of the registrant in
the capacities and con the dates indicated.

Enlarge/Download Table

8IGNATURE TITLE DATE
/8/ Gabriel Hattigta Chairman of the Beard . March 22, 2000
------------------------------------ of Directors, Chief Executive Officer and
Gabriel Battista Director (Principal Executive Officer)
2000
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